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GENERAL | NFORMATI ON

Thi s docunent is an evaluation of the Comunity Reinvestment Act (CRA) performance of
F & M Bank - Massanutten, Harrisonburg, Virginia prepared by the Federal Reserve Bank
of Richmond, the institution's supervisory agency.

The eval uation represents the agency's current assessnent and rating of the

institution's CRA performance based on an exam nation conduced as of March 24, 1997.
It does not reflect any CRA-related activities that may have been initiated or

di scontinued by the institution after the conpletion of the exami nation.

The purpose of the Comunity Reinvestment Act of 1977 (12U.S.C. 2901), as anended, is
to encourage each financial institution to help neet the credit needs of the
communities in which it operates. The Act requires that in connection with its

exam nation of a financial institution, each federal financial supervisory agency
shall (1) assess the institution's record of helping to meet the credit needs of its
entire comunity, including | ow and noderate-incone nei ghbohoods, consistent with
safe and sound operaions of the institution, and (2) take that record of perfornmance
i nto account when deci ding whether to approve an application of the institution for a
deposit facility.

The Financial Institutions Reform Recovery and Enforcenent Act of 1989,
Pub. L. No. 101-73, anended the CRA to require the Agencies to make public certain
portions of their CRA performance assessnents of financial institutions.

Basis for the Rating

The assessnment of the institution's record takes into account its financial capacity
and size, legal inpedinents and |ocal econom c conditions and denographics, including
the conpetitive environment in which it operates. Assessing the CRA performance is a
process that does not rely on absolute standards. |Institutions are not required to
adopt specific activities, nor to offer specific types or amounts of credit. Each
institution has considerable flexibility in determning howit can best help to neet
the credit needs of its entire community. In that |ight, evaluations are based on a
review of 12 assessnent factors, which are grouped together under five perfornmance
categories, as detailed in the follow ng section of this eval uation.



ASSI GNMENT OF RATI NG

Identification of Ratings

In connection with the assessment of each insured depository instituion's CRA
performance, a rating is assigned fromthe foll ow ng groups:

Qut st andi ng record of neeting comunity credit needs

An institution in this group has an outstanding record of, and is a |eader
in, ascertaining and helping to meet the credit needs of its entire
del i neated comunity, including | ow and noderate-income nei ghborhoods, in
a manner consistent with its resources and capabilities.

Satisfactory record of meeting conmunity credit needs.

Needs

An institution in this group has a satisfactory record of ascertaining and
hel ping to meet the credit needs of its entire delineated comunity,

i ncludi ng | ow- and noder at e-i ncome nei ghborhoods, in a manner consi stent
with its resources and capabilities.

to inprove record of nmeeting comunity credit needs.

An institution in this group needs to inprove its overall record of
ascertaining and helping to meet the credit needs of its entire delineated
community, including | ow and noderate-incone nei ghborhoods, in a manner
consistent with its resources and capabilities.

Substantial nonconpliance in nmeeting conmunity credit needs.

An institution in this group has a substantially deficient record of
ascertaining and helping to meet the credit needs of its entire delineated
communi ty, including | ow and noderate-incone nei ghborhoods, in a manner
consistent with its resources and capabilities.



DI SCUSSI ON OF | NSTI TUTI ON' S PERFORMANCE
Institution's Rating:

This institution is rated satisfactory based on the findings presented in the
foll owi ng discussion of the institution's performance.

F & M Bank - Massanutten primarily serves its delineated community through direct
lending. A full range of credit products is offered including residentia

nort gage, hone inprovenment, nobile home, small business, comrercial, agricultural,
consumer, and conmunity devel opnent |oans. Furthernmore, a substantial majority of
the bank's 1996 | oans were originated within the delineated conmunity and the

di stribution of |ending was considered reasonable. The institution's fair |ending
practices, policies, and procedures are appropriate, and there is no evidence of

di sparate | ending practices. Additionally, managenent's outreach efforts are
indicative of their comitnent to nmeet |local credit needs and participate in
communi ty devel opnent endeavors.

SCOPE OF EXAM NATI ON

An evaluation of F & M Bank - Massanutten was conducted to assess CRA perfornance.
The assessnment was based on statenents made by bank managenment and staff, ninutes
of the board of directors' meetings, various other bank records, and a di scussion

with a | ocal individual know edgeabl e about conmmunity devel opnent. The
institution's performance was evaluated in the followi ng categories: geographic
di stribution, marketing and types of credit offered and extended, conmunity

devel oprment, fair |ending, and ascertai nment of community credit needs.

Procedures, policies, and other considerations were also evaluated to nmeasure CRA
per f or mance.

PROFI LE

Description of the Institution

F & M Bank - Massanutten, a subsidiary of F & M National Corporation, operates
eight offices in the City of Harrisonburg, and the Towns of Broadway, Bridgewater,
Grottoes, and Tinmberville, Virginia. As of December 31, 1996, the bank had $173
mllion in assets of which 61% were | oans. A wide variety of deposit and | oan
products is available through the institution, including | oans for hone purchase,
honme inprovenent, residential construction, consumer, and comercial purposes. The
| oan portfolio as of Decenber 31, 1996, was 60%real estate secured (consunmer and
busi ness), 24% consumer, and 16% busi ness.

The bank's | oan-to-deposit ratio as of Decenmber 31, 1996 is 72% Since

Sept ember 30, 1995, total |oans have increased by 15% while total deposits have

i ncreased by 6% The recent average |oan-to-deposit ratio for banks headquartered
in nonnetropolitan areas of Virginia and of sinilar asset size to F & M Bank -
Massanutten is 72%



Reasonabl eness of Delineated Community

The |l ocal community has been delineated to include all of Rockingham County
(including the City of Harrisonburg) and census tracts 702.00, 703.00, and 704.00

i n adj oi ni ng Augusta County, Virginia. Considering the bank's financial condition,
resources, and the credit needs of the community, this delineation appears
reasonabl e.

Assessment Factor K- The institution's ability to meet various comunity credit
needs based on its financial condition and size, |egal inpedinents, |ocal economc
conditions and other factors.

Concl usi on/ Suppor t

Through its outreach efforts, nanagenment is aware of |ending and comunity

devel opment opportunities within the delineated conmmunity. Rocki ngham and Augusta
Counties are located in the Shenandoah Valley of Virginia, equidistant fromthe
District of Columbia and the Cities of Ri chnmond and Roanoke, Virginia. According
to the 1990 census, the population of the delineated community is 99,433. The

| ocal economy is dominated by the poultry industry with agriculture, tourism and
manuf acturing firms providing additional enploynent. Furthernore, the area is hone
to Janes Madi son University, Bridgewater College, and Eastern Mennonite Col |l ege and
Sem nary which offer enployment and educational opportunities to its residents.

The unenpl oynment rates of the City of Harrisonburg (2%, Rocki ngham County (2.8%,
and Augusta County (29 renmain bel ow the Conmonwealth's rate of 4.5%

The delineated community includes 28 census tracts, of which two are unpopul at ed.

Of the remaining 26 census tracts, 13 are considered m ddl e-inconme and 13 are
upper-incone. There are no |low or noderate-income census tracts |located within
the delineated community. The chart bel ow portrays the percentage of the

popul ation residing in niddl e- and upper-incone census tracts within the delineated
communi ty.

Percent age of Population within the Delineation by Census Tract |ncone Level

M ddl e- 1 nconme Upper - I ncone Tot al
Per cent age of Pop. Residing
in Census Tracts of Varying
I ncone Levels 48% 52% 100%

Additionally, the followi ng table depicts area fanmilies by |ow, noderate-, niddle-
, and upper-incone | evels.

Percentage of Families in the Delineated Community by Incone Leve

Low- I ncone Moder at e- M ddl e- Upper - Tot al
I ncone I ncone I ncone
Per cent age of
Fam |ies 12% 15% 24% 49% 100%




F & M Bank - Massanutten has supported | ocal comunity devel opment efforts by
participating in various projects and | ending opportunities consistent with its
size, financial capacity, location, and |local conditions.

Assessment Factor C- The extent of participation by the institution's board of
directors in fornulating the institution's policies and reviewing its performance
with respect to the purposes of the Conmunity Reinvestnment Act.

Concl usi on/ Suppor t

The board of directors has appointed a CRA Oficer to coordinate the CRA program
The programintegrates various activities directed toward achi eving and nmai nt ai ni ng
appropriate CRA performance. CQutreach, marketing, training, periodic self-
assessnments by the board of directors, and branch cl osing procedures are all part
of the program The board of directors has al so appointed a Conpliance Review
Committee on which board menbers serve. The comrttee neets quarterly and

di scusses CRA related issues, as well as other regulatory matters. The board of
directors also periodically reviews a geographic distribution analysis of al
applications received by the bank to insure that the needs of the entire delineated
community are being net. CRA goals and objectives are clearly outlined and
understood by all personnel. Furthernmore, the board has expanded its CRA Statement
to include a detailed description of the bank's performance in helping to neet
community credit needs.

CRA PERFORMANCE

GEOGRAPHI C DI STRI BUTI ON AND RECORD OF OPENI NG AND CLOSI NG BRANCHE

Assessment Factor E - The geographic distribution of the institution's credit
extensions, credit applications, and credit denials.

Concl usi on/ Support

The geographic distribution of all credit applications is recorded by census
tract. An analysis report is periodically prepared for managenent and board
review. The report tracks lending activity for each of the 26 popul at ed
census tracts in the delineated comunity. As previously nentioned, there are
no |l ow or noderate-income census tracts within the delineated community. O
the census tracts inside the local market, 13 are middle-income and the
remai ni ng 13 are upper-incone.

An analysis of all loans originated during 1996 indicated that 92%
(3,867/4,209) of the | oans were extended to residents of the |l ocal conmunity.
A further analysis of nortgage |oans extended during the sane tinme period
evi denced penetration in all 26 census tracts. Gven the institutiors size,

| ocation, and volume of lending, the data reflect a reasonable penetration of
| endi ng t hroughout the delineated comunity.

Assessment Factor G- The institution's record of opening and closing offices
and providing services at offices.




Concl usi on/ Suppor t

The institution's eight offices are reasonably accessible to all segnents of
the community and hours of operation are considered convenient. Although no
branches have been cl osed since the previous evaluation, an office in
Timberville, Virginia was opened in Decenmber 1995. A formal branch closing
policy that neets the requirenents of the Federal Deposit |Insurance

Cor poration I nprovenment Act 1991 has been adopted.

MARKETI NG AND TYPES OF CREDI T OFFERED AND EXTENDED

Assessment Factor | - The institution's origination of residential nortgage
| oans, housing rehabilitation | oans, honme inprovenent |oans, and smal
business or small farmloans within its community, or the purchase of such
| oans originated in its comunity.

Concl usi on/ Suppor t

As identified in the CRA Public File, a full range of credit products is

of fered including residential nortgage, home inprovenent, small business,
commerci al, consuner, and community devel opnent | oans. The follow ng chart
depi cts the bank's 1996 | ending activity by number and dollar amunt.

F & M Bank - Massanutten Loan Originations - 1996
Description Nunber Ampunt (000' s)

Consunmer Loans (non rea

est at e) 2,095 $1009, 496
Mot or Vehicl e Loans 839 $57, 151
Real Estate Secured * 349 $25, 610
Home Equity Loans 25 $1, 189
Smal | Busi ness Loans 316 $18, 767
Smal | Farm Loans 39 $797
Tot al 3,663 $213, 010

* Sonme of these real estate secured |oans may al so be included in the smal
busi ness | oan total shown in the chart.

The bank is primarily a retail |ender and offers nmany consumer |oan products.
In particular, nobile home | oans, which often provide affordable housing to

| ow- and noderate-income borrowers, are routinely extended. Since the

previ ous eval uation, 44 nobile home |l oans totaling $963, 986 have been funded.
Al so, 2,643 loans totaling $18.1 nmillion have been extended to | ow or

noder at e-i ncome borrowers since the previous eval uation.

As evidenced by the chart above, 10% of the nunber of |oans extended during
1996 were small business or snmall farmloans. Credit for business start up
and expansi on purposes is routinely extended. Since the previous eval uation,
15 |l oans for business start up and ni ne expansi on purpose |oans totaling $1.2
mllion have been provided.



Assessment Factor J - The institution's participation in governnentally
i nsured, guaranteed or subsidized | oan prograns for housing, small businesses,
or small farnmns.

Concl usi on/ Suppor t

Several types of Government sponsored |oans are avail able through the bank
Since the previous exam nation, one Snall Business Adm nistration |oan for
$65, 000 has been extended. During the same tinme period, 26 Rural Housing and
Communi ty Devel opnent Service | oans were funded for $762,837. In addition,
the bank offers FHA Title | |oans for nmobile hone purchases. These |oans
require a mnimal down paynent by the borrower and use | ess stringent
underwiting criteria than conventional financing. During 1996, 23 FHA Title
| loans were originated totaling $700, 759

Assessment Factor B - The extent of the institution's marketing and speci al
credit-rel ated prograns to make members of the community aware of the credit
services offered by the institution.

Concl usi on/ Suppor t

The marketing programprimarily consists of service and product advertisenents
pl aced in area newspapers and broadcast on local radio and cable tel evision
stations. Loans and deposits are further pronoted through bill boards,
statenent stuffers, and | obby posters. Although advertisenents are generally
institutional in nature, the bank periodically uses these nediunms to pronote
new | oan and deposit products. Director and officer contact and invol venent
with civic, business, and social organizations are also utilized for

communi cating the availability of products and services. This marketing
strategy is considered adequate given the institution's size and | ocation.

COMMUNI TY DEVELOPMENT

Assessment Factor H- The institution's participation, including investnents,
in local comunity devel opnment and redevel opnent projects or prograns.

Concl usi on/ Support

The institution's participation in various projects pronoting econom ¢
revitalization and growth within its community has taken the form of direct
| oans, Governnent assisted |oans, contributions, financial services, and
techni cal expertise.

Support for conmunity devel opment is evidenced by a 72% | oan-to-deposit ratio.
The types of credit advanced by the institution have financed business start
up and affordabl e housing projects that have created jobs and provided housing
for local residents. Sone of the |loans recently extended for conmunity

devel opment purposes include the follow ng:

A $750, 000 | oan was extended at a bel ow-nmarket rate to a | oca
municipality to expand its water treatment facility. This funding
i ncreased both its capacity and number of enpl oyees.



Credit in the amount of $94, 000 was extended to a nonprofit organi-
zation to provide housing for four handi capped individuals.

Three |l oans totaling $442,000 were originated to fund new business start
up costs which hel ped create new enpl oynent opportunities.

Fi nancing totaling $82, 000 was extended to fund two business expansion
proj ects.

The bank has al so pl edged $200,000 to the Harri sonburg Redevel opment and
Housi ng Authority (HRHA) |oan pool. To date, however, the HRHA has funded al
projects internally and has not drawn on the pl edged funds.

Assessment Factor L - Any other factors that, in the regulatory authority's
j udgnent, reasonably bear upon the extent to which an institution is hel ping
to neet the credit needs of its entire community.

Concl usi on/ Suppor t

Smal | dol l ar anpbunt consumer | oans are offered and often help neet the needs
of low and noderate-income borrowers. Since the previous eval uation, 736

| oans for $1,500 or |ess have been provided. Donations of human and financi al
resources are routinely made to a variety of |ocal nonprofit organizations and
schools. During 1996, $28,599 was contributed to various nonprofit causes and
charities.

DI SCRI M NATI ON AND OTHER | LLEGAL CREDI T PRACTI CES

Assessment Factor F - Evidence of prohibited discrimnatory or other illegal
credit practices.

Concl usi on/ Support

A review was nade of witten loan policies, fornms, and 40 accepted and 16

deni ed | oan applications. A loan officer interview was also conducted to
obtain information regardi ng managenent's fair | ending policies and
procedures. Managenent currently perforns a second revi ew of denied
applications to insure the consistent application of |oan policy and practice.
The review of files conducted during the exam nation denonstrated an equal
application of credit standards and no discrimnatory credit practices were
identified. However, technical violations of the Equal Credit Opportunity

Act's Regul ation B were identified.

Assessment Factor D- Any practices intended to di scourage applications for
types of credit set forth in the institution's CRA Statenent(s).

Concl usi on/ Support

Adequat e policies, procedures, and training have been devel oped to support
nondi scrimnation in lending and credit activities. Applications are
solicited fromall segnents of the delineated communities, including |ow and
noder at e-i ncome nei ghbor hoods.




ASCERTAI NVENT OF COVMUNI TY CREDI T NEEDS

Assessment Factor A - Activities conducted by the institduion to ascertain the
credit needs of its community, including the extent of the institution's
efforts to comunicate with menmbers of its community regarding the credit
servi ces being provided by the institution.

Concl usi on/ Suppor t
Qutreach efforts are considered satisfactory and denonstrate a willingness by
the institution to assist in community devel opnment. Managenment utilizes an
of ficer call programto help determne the credit needs of the delineated
communi ty. Under the program bank officers contact |ocal business and
communi ty organi zations and | eaders on a regular basis. Director and officer
i nvol verent in community and trade organi zati ons supplenment the call program
Bank officials maintain significant relationships with econom ¢ devel opnent
organi zati ons, chanbers of comrerce, and civic groups.




